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《Abstract》
This paper attempts to explore impact of foreign remittances on poverty 
reduction and level of income inequality in Sri Lanka. As a result of 15 
percent of labour force (10 percent population) operating in outside of the 
country, over 7 billion Us Dollar remittances gained by Sri Lankans in 
2016. During the past few years, foreign remittances accounted to nearly 
10 percent of Gross Domestic Production of Sri Lanka and it has been the 
highest source of foreign currency earning by the country. However, there 
is a dearth of studies on impact of foreign remittances on poverty reduction 
in Sri Lanka. Therefore, by reviewing existing theoretical and empirical 
literature, exploring trends in foreign remittances, poverty and inequality, 
estimating regression equations for Sri Lanka, this study attempts to fill 
this lacuna. According to findings of this paper, foreign remittances have 
positively and significantly contributed to absolute poverty reduction, while 
negatively and insignificantly contributed to relative poverty augmentation 
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(increase income inequality) in Sri Lanka. Continuous reduction in absolute 
poverty level in Sri Lanka led to have poverty pockets (special groups) such 
as estate sector, war-affected women, elderly people and rural farmers who 
got caught to informal microfinance programs, etc.,  However, unlike 
absolute poverty, further studies need to identify factors contributing to 
growing income inequality of Sri Lanka. Policy makers should take 
necessary steps to increase foreign remittances for promotion of 
entrepreneurship, small and medium enterprises, and financial literacy by 
lowering transaction costs, developing necessary infrastructure and 
networking among relevant partners in the  global economy.
Key words: Remittances, Poverty, Inequality, Sri Lanka
1. Introduction
Foreign remittances can be defined as a transfer of money from a migrant 
earner (employee/employer or business owner in host country) to their 
families or other individuals in their home countries. The volume of foreign 
remittances to developing countries has augmented rapidly over the past 
decades. IMF estimates that foreign remittance inflows have grown five-
fold in the past three decades and its reach to the US $ 91 billion in total in 
2013. The sum of foreign remittances has been the largest money inflows to 
developing countries in comparison to foreign direct investment, official 
development assistance and private financial flows. Foreign remittances are 
expected to reduce poverty, as they are, in many cases, directly received 
by the poor, augmenting their income and alleviating their poverty. In Sri 
Lanka, foreign remittances may make up between 20-30 per cent of the 
recipient’s total household income. They also represent a more stable 
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source of poverty reduction than other capital flows. Flows can last for one 
generation or more, and usually go to more or less the same family 
members. As a result of increasing migration, foreign remittances have 
come more and more into focus as a contributor to development and 
poverty reduction in Sri Lanka. Recent analysis demonstrates that an 
increase in international migration is positively linked to a decline in the 
number of people in poverty. Some studies indicate that a 10 per cent 
increase in the share of foreign remittances in a country’s GDP leads to, on 
average, a decline from 1.6 to 3.5 per cent in the proportion of people in 
poverty. Despite heterogeneous effects across country in various places, 
foreign remittances have reduced the incidence and depth of poverty at the 
household level in Sri Lanka. Recent evidence indicates that the effect on 
reducing the poverty gap could in some cases be more important than the 
effect on the poverty rate. A recent study done by UNCTAD provides 
additional evidence on the linkage between foreign remittances and poverty 
reduction in developing countries like Sri Lanka.
The way in which foreign remittances are used can produce wide 
multiplier effects in the reduction of poverty. While there are differences 
among countries on how foreign remittances are spent, evidence shows 
some similarities in the order of priorities among the recipient families and 
sending migrants. Household consumption represents 70 per cent of the 
amounts transferred. Then it strongly assists to increase their living 
standards and as well as the reduction of poverty. They used those 
transferred foreign remittances for their purposes such as, savings and 
small investments. long term household requirements (house building, loan 
payments, and inputs for family self-sustained agriculture activities). to 
obtain health and educational facilities (medical services, studies and 
insurance). to purchase home comfortable items (telephone services, home 
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appliances, furniture and transport), direct household consumptions (water, 
electricity, and food). However, the major part of foreign remittance 
inflows is often used for current consumption; it has been argued that 
foreign remittances are an unproductive source of income. Foreign 
remittance receiving households spend more money on consumption than 
non-foreign remittance receiving households. However, since foreign 
remittance receiving households often have a larger income in total it 
should be expected that their consumption would be higher. Accordingly, it 
is important to compare the difference in proportions of the spending 
patterns between foreign remittance receiving and non-foreign remittance 
receiving households when studying the impacts of foreign remittances. 
Indirectly it highlights, it has an effect to reduce the poverty level of the 
country or else improve their standard of living.
Sri Lanka is one of the major beneficiaries of foreign remittances. 
Entering the capital and some other regional cities in Sri Lanka has been 
operating many travel agent companies. It states an indication of the 
importance of migration to the Sri Lankan society. Around 2.1 million Sri 
Lankans live and work outside Sri Lanka, which is a large number 
considering that the country has about their inhabitants. The large inflows 
of money to Sri Lanka from the Sri Lankans who live and work abroad, 
mainly in the Middle East, Europe, and South East Asia have made foreign 
remittances an important part of the Sri Lankan
Economy. Almost one of four households in Sri Lanka has foreign 
remittance income, which makes Sri Lanka more dependent on foreign 
remittances than any other South Asian countries. As researcher 
mentioned in earlier the most important source of foreign earnings for 
decades has been migrant worker remittances, largely sent by women 
employed as domestic labour in the Middle East. Migrant remittances as a 
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percentage of the export earnings it was 43.9 in the year 2012. However 
Sri Lanka has witnessed a steady increase and inflow of foreign 
remittances.
The current government takes pride in proclaiming that Sri Lanka has 
Figure 1 Trends of Foreign Remittance Inflows to Sri Lanka
Source: - Central Bank of Sri Lanka, Annual Reports, 1990 - 2013.
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  Figure 2  Foreign Remittances as a Percentage of Gross Domestic Product of 
Sri Lanka
Source: - Central Bank of Sri Lanka, Annual Reports, 1990 - 2013.
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graduated from low income to low-middle income status, (based upon a 
different measure of per capita income from the UNDP), which it estimates 
to be US$ 3279.89 in 2013. The rate of economic growth since 2003 has 
averaged over 6 percent; and the rate of unemployment has decreased to 
4.9 percent in 2010 (having peaked at almost 21 percent in 1985). Sri Lanka 
boasts having a lower percentage of its population below the official poverty 
line in comparison to other South Asian countries (with the possible 
exception of the Maldives) that is an average of 15.2 percent between the 
years 2000 and 2009 (Central Bank of Sri Lanka 2012). In fact, in its most 
recent computation of poverty, the government of Sri Lanka now claims 
that poverty has decreased further to 8.9 percent of the population in 
2009/10 (Department of Census and Statistics 2011) based upon an official 
poverty line of LKR 3781 per person per month or under US$ 0.87 per day 
(significantly lower than the already low international standard of US$1.25 
per day). This is a reduction by over 40 percent since the previous survey 
three years before. Or more starkly, whereas in 2002 some 4.3 million 
people were officially “poor”, this number has dropped to some 1.8 million 
people in 2009/10. Inequality in income between the rich and the poor has 
widened over the period of economic liberalisation. Considering its overall 
human development indicators, inequalities between women and men are 
high (UNDP Sri Lanka 2012). Thus, Sri Lanka’s Gender Inequality Index is 
0.565 (where 0 represents highly equal and 1 represents extremely 
unequal).Who is the poor in Sri Lanka? In the urban sector: they are 
workers in industry and services; the self-employed in petty trade; daily 
wage labour in construction and informal work; pensioners and the elderly; 
slum and shanty dwellers. In the rural sector: they are rice-paddy farmers 
on small plots or marginal rain-fed or irrigated lands; fisher-folk; dairy and 
livestock farmers; landless wage workers in casual employment as farm 
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labour or in quarries and mines; artisans and workers in cottage industries 
or masons and carpenters; and persons displaced by conflict. In the estate 
sector: they are the daily-waged workers on tea and rubber plantations 
(Alailima 2007). The urban and rural poor may be of Sinhalese, Tamil or 
Muslim ethnicity. The estate poor are Tamils of recent Indian origin 
(Jayewardene 1984). Members of so-called lower castes are likely to be 
over-represented among the poor in proportion to their percentage in the 
population (Jabbar 2005). But this is only an educated assumption in the 
absence of official data disaggregated on the basis of social origin. The 
incidence of poverty in male headed vis-à-vis female-headed households 
averages at the same in national aggregate;  but if differentiated by sector, 
there are more poor female-headed as against male-headed households in 
the urban sector, in comparison to the rural and estate  sectors. There is no 
consensus on the definition of poverty among experts (Tudawe 2001); nor 
its measurement (Lakshman 1997). The government’s methodology for 
measuring poverty, and the computation of the numbers of the poor, has 
been contested as an exercise in statistical chicanery. This is not least 
because all measurements of poverty since the onset of war in 1983 exclude 
the Northern and Eastern provinces (comprising around 13 percent of the 
total population); and because it simply does not count a large numbers of 
people who experience poverty in its multiple dimensions and who perceive 
themselves as being poor. The ‘working poor’ in Sri Lanka (that is those 
who both work and who are in poor households), has been defined as 
typically someone with at least one, and usually more, of the following 
characteristics: a woman; either Tamil of recent Indian origin or Sinhalese 
by ethnicity; fewer years of formal education; relatively young; in 
agriculture or manufacturing or in waged work in the informal sector or an 
own-account (self-employed) worker; living in the estate or rural sector 
Impact of Foreign Remittances on Poverty Reduction in Sri Lanka
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isolated from administrative and commercial centres; in a community that 
lacks electrification and fixed telephone lines; and who receives small or 
irregular foreign remittances from a family-member abroad, if at all 
(Gunatilaka 2010). Considering prevailing situation of the country, we 
wanted to do a critical analysis to find out whether the foreign remittances 
increase household incomes and therefore it is a powerful anti-poverty 
force in Sri Lanka as well?
Migrant remittance flows to developing countries now surpass official 
development aid receipts in many developing countries like Sri Lanka 
(Ratha, 2003). In 2001 official development finance transfers to developing 
countries was about US $ 57 billion (OECD, 2003). This compares with 
recorded global foreign remittances of US $ 72.3 billion the same year (up 
from US $ 34 billion in 1990) (World Bank, 2003). The recorded and official 
foreign remittance figure represents only half of the real total. At least as 
much is transmitted through informal and unrecorded channels which make 
it impossible to measure the precise amount? It is also widely 
Figure 3  Distribution of Foreign Remittance Receiving Households by 
Expenditure Deciles
Source: - Calculated using HIES data
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acknowledged that officially recorded foreign remittances are only part of 
actual overseas savings (potential foreign remittances) of migrant workers 
(Clarke, 2001; Hadi, 1996). Only a fraction of the unrecorded foreign 
remittances represent pure leakages and the largest part is remitted 
through informal channels in order to finance domestic consumption, 
investment and foreign trade transactions in the migrants' country of origin 
(Desipo, 1997). Further, available data focus on pecuniary assets only, yet 
we now know that the transfers also include goods and other social 
transmissions (Bracking; 2003; Osili, 2002; Leon-Ledesma and Piracha, 
2001; Puri and Ritzema, 1999; Levitt, 1996; Russell, 1996; Choucri, 1986). 
Given the scale of foreign remittance transfers, it is not surprising that 
from a development point of view, foreign remittances can potentially 
impact on local livelihoods and development in the receiving countries. 
More interesting however is the potential use of foreign remittance flows 
for poverty reduction. Foreign remittances alone are unlikely to lift people 
out of poverty: rather it is their interplay with other economic, social and 
cultural factors which determine the scale and type of impact foreign 
remittances can have on poverty reduction. Thus, the focus should be on 
what foreign remittances can add to the process of moving people out of 
poverty or reducing their vulnerability to poverty. It is the benefits of these 
additional resources, more precisely, what foreign remittances enable poor 
and vulnerable households to do that they would not have been able to do 
that is of interest in the emerging discourse on foreign remittance flows and 
poverty (Adams and Page, 2003). 
The total amount of foreign remittance has been increasing rapidly and 
the level of absolute poverty has been decreasing in Sri Lanka during the 
past two decades. It is important to verify the relationship between these 
two variables considering level of impact made by increasing foreign 
Impact of Foreign Remittances on Poverty Reduction in Sri Lanka
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remittances on absolute poverty reduction in Sri Lanka. As well as in the 
meantime during the past two decades relative poverty level has been 
increasing in Sri Lanka. Therefore it is important to verify the relationship 
among these two variables considering level of impact generated to reduce 
the relative poverty level in Sri Lanka.  The main objective of this research 
is to study the impact of foreign remittances on poverty reduction in Sri 
Lanka during the period of 1990 to 2013. However the specific minor 
objectives of this study is as to understand the trends of foreign 
remittances in Sri Lanka during the period of 1990 - 2013. to find out the 
foreign remittance distribution among various sectors and income groups of 
Sri Lanka, to understand the relationship between foreign remittances and 
the absolute poverty level in Sri Lanka during the period of 1990 - 2013.
The study will shed light on foreign remittances and two aspects of Sri 
Lankan Poverty dimension in 1990 - 2013. However, it has measured and 
compared the relationship between one important variable of GDP per 
capita income in Sri Lanka during the same period. However, after the 
liberalization period, social, economic, political conditions have been 
changed rapidly in Sri Lanka. Government implemented many poverty 
oriented policies to eliminate poverty in Sri Lanka since 1978 (Janasaviya, 
Samurdhi and mid-day meal program). As a result of that, after 1990 
Human Development Index and Physical Quality Life Index have increased 
(HDI, PQLI). But, now in Sri Lanka 2.4 millions of the people are still 
Samurdhi beneficiaries and over 2 millions of people work and live in abroad 
and sending huge portion of money in every year to their family members. 
But why are we lagging behind or still could not achieved our target or 
goal? However some causes that would affect can be considered as north 
East civil war and Ethnic conflict up to the year 2009, Political violence of 
1989 and 1990, Political instability (low majority of governments), More 
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corruptions and briberies, Implementation of political oriented policies 
without considering a good national policy or policies, Imperfect and 
unequal operations of the legal system (specially do not operate with the 
accurate law and orders), Sri Lankans have very poor attitudes towards the 
development process of the country. 
This paper has remaining six sections. As the section one of this paper a 
brief introduction on foreign remittances, poverty trends, general and 
problem background, research problem, objectives of the study, 
importance the study was presented above. The section two consists of 
review of literature exploring various aspects such conceptual definitions of 
the remittances and poverty (2.1), theoretical literature on remittances 
(2.2), theories on poverty (2.3), empirical literature on remittances and 
poverty (2.4), Importance of Research Studies on Foreign Remittance and 
Poverty Reduction in Sri Lanka (2.5).  Conceptual research framework 
(2.6). Section three is devoted to present statistics on foreign remittances, 
poverty levels income inequality levels in Sri Lanka. The methodology 
adapted in this study is explained in the four section. A wide description 
and interpretation of the estimated regression results were given in the 
section five. It also provides descriptive and deep statistical analysis on 
relationships between foreign remittances and other macroeconomics 
variables in Sri Lanka. The paper ends up with the fifth section, which 
provides  the summary,  conclus ion,  f ind ings,  l imitat ions  and 
recommendations for policy implications.
Impact of Foreign Remittances on Poverty Reduction in Sri Lanka
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2. Review of Literature on Remittance and Poverty
2.1. Conceptual Definitions on Remittance and Poverty
“The foreign remittances mean transfer of funds, usually from a buyer to 
distant seller using instrument of transfers such as check draft or funds” or 
else it says “some of money that is sent to somebody in order to pay for 
something”. Optimistic view says “foreign remittances are positive to the 
receiving household/countries, it could alleviate poverty and promote 
economic development and ease pressure on governments with large 
external deficits to engage in difficult structural reforms”. On the other 
hand pessimistic view says foreign remittances should not be encouraged 
because it is detrimental to the growth and development of the recipients/
receiving counties. Also they say it is irresponsible for excessive 
consumption, import dependency or unproductive investment in housing 
and land. It exacerbates the dependency of receiving communities. 
However, both views serve as the backbone for the development of 
theories on remittances. The concept of foreign remittance had been linked 
to the theory of migration. Its definition can be linked to its motives, 
effects, and uses, kind of transfer and channel of funds transfer. Berhane 
Tewolde, (2005) said “foreign remittance as monetary and non-monetary 
items that migrants earn while working abroad and sent back to their 
families living in their homeland”. However, according to the Technical 
Subgroup on movement of persons, they agreed the following four 
definitions of foreign remittances.
The views on the responses to poverty by the different schools of 
thought are highly influenced by the definition that each of them utilizes. It 
is thus essential to consider departures from the particular definitions each 
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one of them adopts. For example, while Joseph Rowntree Foundation 
(2013) defines poverty as the situation where "a person’s resources (mainly 
their material resources) are not sufficient to meet minimum needs 
(including social participation)", the World Bank in one of its definitions 
emphasizes more specific conditions such as "malnutrition", "illiteracy" and 
"disease", it  also mentions "human decency" (Coudouel et al., 2002). Some 
of these aspects may of course be more relevant to poor countries and their 
impact on mortality and educational opportunities of the poor, is still 
noticeable. Furthermore, the concept of poverty has typically been framed 
by accompanying qualifiers such as the absolute and the relative poverty. 
Most work focused as a relative poverty is the key concept (Townsend, 
1979) but Sen. (1983) and other authors contend that absolute poverty, 
defined in terms of human capabilities in place of income or commodities, 
should be the relevant concept instead.
Poverty can be defined and analysed by different people by using different 
criteria.  It can be identified as the failure of adequate access to a set of 
primary and social needs. Also the poverty is the dynamic condition. Many 
people can move above the poverty line at least for a limited period of time 
during their life cycle. Consumer finance surveys are providing important 
data for poverty studies. A state where poverty tends to persist due to 
"self-reinforcing mechanisms" (Azariadis and Stachurski, 2005) These 
negative feedbacks are found between poverty and a number of 
circumstances such as undernourishment, lack of access to insurance, 
population growth, a degraded environment and even economic growth. 
"The minimum level of income deemed adequate in a particular country" 
(Ravallion, 1992). To aid in cross-country comparisons, in 2010 the World 
Bank revised its international poverty line to $1.25/day at 2005-based 
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purchasing-power parity (Ravallion et al., 2009). Poverty line is a tool for 
measuring the poverty. It can be constructed using different methodologies 
(Usually income or consumption). To measure the standard of living it can 
be set at different levels. People can be counted as poor when their 
standard of living is below a minimum acceptable level known as the 
poverty line. However Literature of the poverty studies has defined the 
relative poverty and the absolute poverty. "A condition characterized by 
severe deprivation of basic human needs, including food, safe drinking 
water, sanitation facilities, health, shelter, education and information. It 
depends not only on income but also on access to services". (United 
Nations, 1995) Concern for such absolute poverty is naturally greater 
where there is a risk of destitution than where all have access to means of 
survival (Laderchi et al 2003). Absolute poverty refers to the position of on 
Individual or household in relation to a poverty line, of which the real value 
is fixed over time. This can be mentioned also as Incidence of poverty 
(Proportion of the population below the poverty line). By using poverty 
indicators we can measure severity of poverty. When we measure the 
severity of the poverty, it gives a greater weight to people who live below 
the poverty line. 
“A standard which is measured in terms of the society in which an 
individual lives and which therefore differs between countries and over 
time” Relative poverty refers to the position of an individual or household 
compared with the average income of the Nations.  If the total income of 
the nation increases, the relative poverty line also increases, although the 
real value of the income of the poor does not change. Relative poverty 
measurement indicators are usually used to measure the depth of poverty. 
It shows that how far the mean income of the poor lies below the poverty 
line.
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2.2 Theory of Remittance
2.2.1. Altruism
To present the altruistic motive, Stark’s (1995, Chapter 1) is a model 
that is convenient to account for both unilateral and mutual (or two-sided) 
altruism. Each agent’s utility is assumed to be affected by the felicity 
derived from his or her own consumption, and the utility of the other. 
Utility may be expressed as a weighted average of these two elements, 
with denoting the individual’s degree of altruism: That is, the altruistic 
transfer increases with the migrant’s income and degree of altruism, and 
decreases with the recipient’s income and, more interestingly, degree of 
altruism. Other possible motives predict that the amount transferred would 
increase with the migrant’s income, as we shall see the main testable 
implication of the altruistic model is that transfers cannot increase with the 
recipient’s income. Another interesting prediction of the pure altruism 
hypothesis is that an increase by one dollar in the income of the migrant, 
coupled with a one-dollar drop in the recipient household’s income, should 
raise the amount transferred exactly by one dollar. An important 
implication of this is that the distribution of consumption should be 
independent of the distribution of income; this is a very strong testable 
implication of the altruistic motive. The altruistic motive for remittances 
has been more commonly assumed than contrasted to other possibilities. To 
illustrate this, we again refer to Funk houser (1995), who proposed a 
behavioural model of remittances based on altruism, with the following 
testable implications are known as emigrants with higher earnings potential 
remit more; Low-income households receive more; remittances should 
increase with both the degree of proximity between the migrant and the 
Impact of Foreign Remittances on Poverty Reduction in Sri Lanka
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remaining household members and the migrant’s intentions to return; 
Remittances by a given migrant should decrease with the number of other 
emigrants from the same household; The time profile of remittances should 
depend on the comparison between the  migrants time-discount factor and 
their earnings profile abroad.
2.2.2. Exchange
There are many situations of Pareto-improving exchanges involving 
remittances. The most natural way to think of such situations is to assume 
that remittances simply “buy” various types of services such as taking care 
of the migrant’s assets (e.g., land, cattle) or relatives (children, elderly 
parents) at home. Such motivations are generally the sign of a temporary 
migration, and signal the migrants’ intention to return. Another intuitive 
way to think of such exchanges is to consider the case where, due to 
market imperfections, transaction costs may be saved on through non-
market interpersonal agreements. For example, migrants’ remittances may 
be viewed as repayments of loans used to finance the migrant’s investments 
in human capital or the expenditures incurred in the course of migration. In 
such exchanges, there is a participation constraint determined by each 
partner’s external options, with the exact division of the pie (or surplus) to 
be shared depending on their bargaining power. For example, when 
remittances buy services such as taking care of the migrant’s assets or 
relatives, it is clear that the amount transferred must lie somewhere 
between the market price for such services (or their marginal value for the 
buyer if these are not traded) and the opportunity cost of the recipient. As 
to the partners’ respective bargaining powers, these may be determined by 
local labour markets conditions (e.g., more unemployment raises the 
migrant’s bargaining power). Similarly, the implicit interest rate for the 
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repayment of loans must lie somewhere between the market rate for 
debtors and creditors. However it could be shown that this maximal 
transfer increases with the migrant’s income. The central prediction of the 
exchange model, therefore, is that in contrast to the altruistic model, an 
increase in the recipient’s income may raise the amount transferred.
2.2.3. A Strategic Motive of Remittances
By contrast to the first two motives just exposed, the “strategic” motive 
is specific to the context of migration where it has first been developed 
(Stark, 1995, Chapter 4). As underlined above, remittances may be both 
the cause and the consequence of migration; therefore, it is necessary to 
treat those two interdependent decisions in an encompassing framework. 
Among various plausible comprehensive approaches, Stark suggested that 
remittances may be part of a strategic interaction aiming at positive 
selection among migrants. The rationale is approximately the following: 
when migrants are heterogeneous in skills and individual productivity is not 
perfectly observable on the labour market of the host country (at least for a 
given period of time), employers apply statistical discrimination so that 
migrant workers are paid the average productivity of the minority group to 
which they belong. In such a context, there is room for cooperative 
arrangements between skilled and unskilled migrants: the former can act 
cohesively and “bribe” the latter in order to maintain them home; in 
addition, the community of those left behind must also control potential free 
riders (since any given unskilled worker would have a strong incentive to 
be the first to emigrate once positive selection is achieved). Poirine 1997, 
said skill labour migrants have more advantage rather than the others 
because they are having absolute strategic advantage compare with the non 
skill migrants. Also he mentioned their remittances would depend on 
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obtained loan and re-payments. Further he explained it by using remittance 
function.
2.2.4. Insurance and Moral Hazard
Most of the urban and foreign jobs are generally subject to risks 
uncorrelated with those impeding on agricultural activities at home (e.g., 
crop failure, cattle disease, etc.). Hence, migrants would insure the 
remaining members of the family against drops in rural incomes, and 
receive assistance in case of unemployment or for retirement, with the 
exact terms of the insurance contract depending on the relative bargaining 
power of the sides. To be operating, however, such Pareto-improving 
arrangements must also be self-enforcing. This is generally achieved 
because a sufficient degree of altruism prevails within the family, or, more 
prosaically, because families detain reliable information on individuals’ 
types and thus may be “picky” in selecting the right migrants (i.e., those 
who combine high income potentials and degrees of loyalty).Should this not 
Figure 4 Theoretical Average Remittance Function
Source - Poirine, 1997.
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be sufficient, families can ultimately sanction opportunistic behaviour using 
a variety of retaliation strategies? Alongside reputation (loss of prestige), 
or ostracism, default to remit may also be sanctioned by denying the 
migrant rights to future family solidarity (this is the “mutual” aspect of the 
contract), inheritance, or return to the village for retirement, an option 
that most migrants want to keep open. This also implies that, ceteris 
paribus, rich families that can monitor the migrants’ behaviour through 
inheritance procedures would tend to rely on migration more than poor 
families (Hoddinott, 1994).
2.2.5. Family Loan Arrangements: The Investment Motive
The same kind of rationale may be used to explain remittances as 
repayments of loans on investments in education and/or migration. In this 
case, the familial implicit contract aims at increasing family income rather 
than at reducing uncertainty. Implementing such loans may require 
complex decision procedures as to the amount to be financed, the various 
sources to be solicited for fund-raising, and the recipients of the loans. The 
investment motive may be seen as a particular exchange of services in a 
context of imperfect credit markets, following the general lines we 
presented in our exposition of the exchange motive, but within a 
framework containing social as well as intergenerational elements. Since 
migration is costly, however, this also implies that liquidity constraints 
impede on the number of migrants that can be sent by a given family, and 
that richer families are more likely to take advantage of such investment 
opportunities. In the following, therefore, we discuss the implications of the 
investment hypothesis on the size and likelihood of remittances in 
connection with inter-household economic inequality. We neglect 
enforcement problems, since these are identical to those detailed above for 
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the insurance motive. Besides, we focus on the level of familial assets, 
although it is clear that the composition of such assets could also be of 
importance.
2.2.6. Inheritance as an Enforcement Device
It may reasonably be argued that remittances would take place when 
there is a welfare gain for all the parties concerned. Except perhaps in the 
case of perfect mutual altruism in which all agents agree on the level of 
transfer, a specific arrangement between senders and recipients may be 
required when other or weaker motives apply. Indeed, the temporal 
structure of the interaction is conducive to opportunistic behaviour. A first 
important problem with family agreements is to ensure that the sender will 
remit the amount implicitly agreed upon in the informal contract. When the 
degree of altruism is not sufficient to secure remittances, the migrant may 
be inclined to renege on his contractual obligations. When remittances and 
compensations occur simultaneously, the incentive to respect the contract 
is stronger since the sanction is immediate. But when remittances and 
compensations occur at different periods of time, there is a strong incentive 
to deviate from the contractual terms. For example, if remaining 
households first cover the migrants’ migration costs and then expect to 
receive compensating transfers in the future, how may such an 
arrangement be enforced? Recently, de la Brièreet (2002) summarized the 
main predictions of this inheritance motive (which they called the 
investment hypothesis) as follows: the amount of remittances increases 
with; The remaining household’s assets and income; The probability of 
inheriting (which depends on the age of the parents, the number of siblings, 
etc.); The migrant’s wealth and income; The degree of risk aversion, 
providing that inheritance is more risky than other available forms of 
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savings;
2.3. Theories of Poverty 
This paper now turn to the analysis of the main economic theories of 
poverty, with particular attention given to their relevance for the study. 
This analysis is divided into sections describing the broad economic 
frameworks to which each of the theories belong. We begin with the 
treatment of poverty by the classical and neoclassical schools, or the so-
called "orthodox" approaches, which initiated the formal analysis of poverty 
in the 19th century. We then proceed to those theories that emerged 
partially as a reaction to the assumptions, hypotheses and conclusions 
derived by the classical economists. Within this group of theories, we 
encounter those that accept and depart from the foundational premises of 
classical economics, but introduce a number of novelties (namely the 
theories of the economic liberals such as Keynes), and those that examine 
the problem from a completely dissimilar perception of the socio-economic 
system (namely the radical economic theorists, such as the Marxists).
The principles and assumptions on which the classical and neoclassical 
schools of economics rest are nowadays the most strongly affirmed in the 
economics profession, having gained over time the labels "conventional", 
"mainstream" or even "orthodox". As might seem unsurprising, the 
dominance of these currents of thought has permeated the assessments and 
analyses of poverty performed in general by economists; formal analyses 
have, by and large, been approached mainly from the classical or 
neoclassical perspective. Due to this strong pervasiveness of the orthodox 
approach, other views, notably the Keynesian and Marxian approaches, can 
be examined in terms of their differences with respect to the classical and 
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neoclassical models. This ubiquity of the classical paradigms in the field also 
implies that the sections devoted to the classical and neoclassical views are 
somewhat lengthier than the other major frameworks. It is nevertheless 
important to keep in mind that each theory cannot be understood in 
isolation from the others. Furthermore, the differences between them are 
often contingent on particular interpretations, rather than reflecting defect 
radical divergences. The views on the causes and consequences of poverty 
b y  t h e  c u r r e n t s  o f  t h o u g h t  p r e s e n t e d  a r e  n o t  c o m p l e t e l y 
compartmentalized; each of them can be understood as part of a continuum.
2.3.1. Classical Theory of Poverty
Classical economics, developed mostly during the 18th and 19th 
centuries, included theories on both value and distribution. The value of a 
product was thought to depend exclusively on the costs involved in 
producing that product. The explanation of costs in classical economics 
served simultaneously as an explanation of distribution. Expressed in its 
original agricultural terms, a landlord received rent, workers received 
wages, and a capitalist tenant farmer received profits on their investment. 
No exploration was carried out into the driving forces behind the different 
flows of income accruing to the different actors involved (i.e., on the shape 
of the distribution of these payments). This approach included the 
prominent work of Adam Smith and David Ricardo. Broadly speaking, 
classical theory typically assumes that the outcomes of the exchanges 
taking place in the marketplace are efficient, and hence wages faithfully 
reflect individual productivity. Accordingly, poverty is mainly seen as a 
consequence of poor individual choices (e.g. the poor lack “self control”) 
that affect productivity negatively, although it is also acknowledged that 
pure differences in underlying genetic abilities are also potential causes of 
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poverty. As discussed below, the "wrong" choices made by individuals may 
lead them to find themselves in a "poverty or welfare trap". Beyond a 
minimum level to prevent destitution, state intervention is generally 
viewed adversely as a source of economic inefficiency; by generating 
incentives that are misaligned between poor individuals and society as a 
whole, welfare programs are perceived as a potential cause for or 
reinforcement of poverty (through welfare dependence). 
2.3.2. Neoclassical Theory of Poverty
The publication by Alfred Marshall of his "Principles of Economics" in 
1890 is considered to be the most important step forward towards the 
advent of neoclassical economics. Marshall explained price by the 
intersection of supply and demand curves. An innovation of the theory of 
Marshall’s led to an introduction of different market periods. He took 
supply and demand as stable functions and extended supply and demand 
explanations of prices to all time horizons. He argued supply was easier to 
vary over longer time horizons, and thus became a more important 
determinant of price in the very long run. Building on the classical 
tradition, neoclassical theory stresses the role of the unequal initial 
endowments of talents, skills and capital which determine productivity of an 
individual in generating poverty, within a market-based competitive 
economic system. Market failures such as externalities, moral hazard and 
adverse selection as well as incomplete information are also viewed as 
aggravators of poverty (Davis, 2007). Uncertainty may play a major role in 
causing poverty because the poor are more vulnerable to shocks to their 
well-being (e.g. recessions, sickness, family breakdown). As in the classical 
tradition, there is also scepticism about the role of government among 
neoclassical thinkers, although targeted policies to address market failures 
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may be warranted in some cases. For example, micro-credit or, in the SL, 
credit unions are seen as potentially valuable from a purely economic point 
of view. This is because these unions can overcome the risk of moral 
hazard involved in lending to poor individuals, when they are faced with 
fluctuations in their income or wish to start a small business. Moral hazard 
otherwise causes a high social cost and/or limited availability of credit. 
Finally, poor choices, as criticized by the classical approach, can sometimes 
be rationalized as information problems which can partly be solved via 
“small-scale policies” aimed at shifting incentives (Banerjee and Duflo, 
2012). By virtue of the Second Welfare Theorem of welfare theory - 
according to which a Pareto-efficient allocation can be attained post-
redistribution provided that it is conducted optimally - redistributive 
policies aimed at reducing inequality can be efficiency-neutral. However, 
akin to the classical view, neoclassical economists typically agree that in 
most practical situations a goal of full income equality, for instance, cannot 
be attained without incurring too high a cost in efficiency terms. Indeed, 
current welfare economists abide by the Kaldor-Hicks criterion: "public 
policy is justified if it produces gains in excess of losses so that it is always 
possible for winners from the policy to compensate losers (by virtue of the 
second welfare theorem), even if this compensation does not actually 
occur" (Jung and Smith, 2007). Indeed, owing to belief that interpersonal 
comparison of utility was inappropriate and the related Kaldor-Hicks 
criterion, many in the neoclassical school do not view poverty alleviation as 
an overriding economic objective, which led to a focus on efficiency at the 
expense of equality. (Poverty reduction may still be seen as desirable to 
increase efficiency.) 
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2.3.3. Keynesian/ Liberal Theory of Poverty
Liberal theory revolves around the idea that not only market distortions, 
but also broad underdevelopments in its multiple facets cause poverty. 
Meanwhile, Keynesians suggest growth can promote economic 
development and thus relieve poverty, hence further justifying government 
intervention at the macroeconomic level (via fiscal and monetary policy), 
mainly to tackle involuntary unemployment. Under the liberal theory they 
have observed various aspects as causes of poverty such as provision of 
capital and public goods, unemployment and some macroeconomic factors.
2.3.4 Marxist / Radical Theories of Poverty
Marxists contend that capitalism and related social and political factors 
based on class division cause poverty. Adherents to this school of thought 
advocate that "the market is inherently dysfunctional" (Blank, 2010). 
According to this view, capitalist societies keep the cost of labour 
unnaturally lower than its value added through the threat of unemployment 
(the “reserve army of unemployed”), and therefore poverty in a capitalist 
economy can only be alleviated via strict regulation of the market (e.g., in 
the form of minimum wages). A wider range of authors in the political 
economy field suggest that poverty is predominantly the result of structural 
factors, including stratified labour markets as well as prejudice and 
corruption. In both cases, the policy message is that anti-discrimination 
laws and labour market reforms are essential to overcome structural 
barriers that impede employment and cause poverty. Links of environment 
problems to poverty can also be analyzed from a radical point of view.
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2.3.5. Social Exclusion, Social Capital and Eclectic Theories of Poverty
It covers diverse theoretical approaches that can be interpreted as 
peripheral, in the sense of deviating significantly from the core theories of 
the main economic schools of thought reviewed so far, which are grounded 
on pure economic principles. The main difference between these theories 
and the previous ones is that they consider a wider spectrum of aspects and 
ideas arising from several disciplines, notably sociology as well as 
economics. Thus, there is wide consensus among those who focus on 
exclusion in viewing poverty as non-participation in consumption, 
production, political engagement and social interaction (Morazes and 
Pintak, 2007). When considering the social capital under this theory, 
Putnam (2000) further disaggregates social capital into two components: 
"bridging social capital" and "bonding social capital". The first represents 
the set of inclusive social networks that connect heterogeneous groups. 
The relevance of this concept in explaining poverty and, especially, the 
persistence of poverty, is that: a lack of bridging social capital may 
exacerbate the social isolation of already poor neighbourhoods, resulting in 
a lack of contact with positive, pro-social role models, thereby obstructing 
the escape ways out of poverty. Similarly, weak bridging networks may 
lead people into poverty if, for instance, they are unable to find a job within 
their specific area, in particular if it is a highly unemployment-stricken 
area. The situation of these individuals would greatly improve if they 
enjoyed a level of bridging social capital high enough to enable them to find 
a job elsewhere, thanks to a more solid network of contacts (Osterling, 
2007).
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2.4. Empirical Literature on Remittances and Poverty
Some empirical studies have explored and proved migrants’ remittances 
constitute a supplement of income for house-holds, it is logical to consider 
that these flows can have a direct negative effect on poverty in countries of 
origin. For example, the macroeconomic studies of Adams and Page (2005), 
of Spatafora (2005), or the more recent one of Gupta et al. on sub-Saharan 
Africa (2009), show the positive role played by migrant remittances on 
poverty reduction. Similar results have been obtained by country case 
studies: Egypt (Adams 1991), Lesotho (Gustafsson and Makonnen 1993), 
Burkina Faso (Lachaud 2004), or Ghana (Adams, Cuecuecha and Page 
2008).Many researchers examined the channels through which migrants 
remittances can affect poverty in origin countries. The main channel 
enlightened is growth. The effect of remittances on growth may pass 
through the balance of payments, the exchange rate, the private 
investment (by alleviating the credit constraint of households), or through 
the multiplier effect" they can have on the households which do not receive 
remittances.
The second channel brought into light in the literature is income 
inequality. Ahlburg (1996), Taylor and Wyatt (1996) confirmed the 
hypothesis according to which remittances have an adjustment effect on the 
income distribution. Moreover, no one studied the role of instability 
occurring in the origin countries on the remittances effectiveness at the 
macroeconomic level. In 2006, Faini studies the effect of the political 
situation in the origin countries (measured by the inflation level) on the 
remittances effectiveness. He finds that the interactive term remittances 
political situation is negative and significant. So the effect of remittances on 
growth would be all the more improved that the political situation is bad. 
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Furthermore, when this interactive term is included in the regression, the 
effect of foreign remittances remains significant. But when the author took 
into account the endogeneity of foreign remittances and of the political 
situation by using an instrumental variables procedure, the multiplicative 
term is no more significant. In other words, the results of Faini seem to be 
not very robust. Besides, the theoretical arguments for this relation are not 
really developed in his paper or more generally in the literature. Indeed, 
foreign remittance flows do not pass through the State, so it is not realistic 
to think that the political situation of the origin countries can have a 
significant effect on the foreign remittance effectiveness. Furthermore, 
even if the role played by the financial development in the foreign 
remittance effectiveness seems to be more consistent, it would be also 
relevant to imagine that the effectiveness of foreign remittances in terms of 
poverty reduction could be amplified when the economic instability is 
important. Indeed, many studies, above all at the microeconomic level, 
showed that migrant remittances can play an insurance role, particularly in 
small economies which are very disturbed by shocks. Sometimes foreign 
remittances can have an impact upon the receiving economy in different 
ways. Glytsos (2001) describes the channels through which foreign 
remittances can affect the receiving country. There is no consensus in the 
literature as to whether the foreign remittance inflows give a positive or 
negative effect on poverty. In the current thinking on migration and 
development, two opposing perspectives can be seen: the Migrant 
syndrome perspective, and the Developmentalist perspective. The reality 
will probably lie in between the two extremes, and depend on the 
characteristics of the country. Generally there are two major channels 
through which foreign remittances can have an impact on the receiving 
economy on a macroeconomic level, as described by Glytsos, 2002. Firstly, 
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as foreign exchange through the balance of payments, and secondly, as 
income that is either saved or consumed. However foreign remittances can 
also make households dependent on the extra source of income. This is a 
risk for the households, particularly if the foreign remittance flows are 
unpredictable. The implications concern the households involved, but can 
also affect the economy in total, considering that foreign remittances often 
constitute more than 50 percent of household income used for consumption. 
Therefore, a decline in foreign remittances implies that consumption would 
decrease drastically. Since the major part of foreign remittance inflows is 
often used for current consumption, it has been argued that foreign 
remittances are an unproductive source of income. Foreign remittance 
receiving households spend more money on consumption than non-foreign 
remittance-receiving households. However, since foreign remittance-
receiving households often have a larger income in total it should be 
expected that their consumption would be higher. Accordingly, it is 
important to compare the difference in proportions of the spending patterns 
between foreign remittance-receiving and non-foreign remittance-receiving 
households when studying the impacts of foreign remittances. The use of 
foreign remittances for consumption may not only be seen as unproductive. 
Even if the main part of the foreign remittance income is allocated to 
consumption, it can stimulate the national industry through higher demand 
for domestic goods. Through the multiplier effect, other households than 
the receiving ones can benefit from foreign remittances. That is, on the 
assumption that the consumption of domestic goods increases, and the 
increased consumption is not entirely the purchase of imported goods.
The impacts of migration and foreign remittances on poverty are 
explained by two opposing theories: the migrant syndrome perspective and 
the developmentalists’ perspective. The migrant syndrome perspective, it 
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views migration as a drain on labour and capital resources of the migrant-
sending area. According to this perspective, migration may reduce income 
in migrant-sending areas if the marginal product of a migrants labour is 
large prior to migration and or if migrants take productive capital (including 
human capital) with them when they leave. Migrants remittances may only 
partially compensate for the loss of labour and capital effects, and foreign 
remittances may also lead to inflation and Dutch disease. From this 
pessimistic perspective, poverty may increase if migrants originate from 
poor households, or if the labour of poor farmers becomes less productive 
as a result of the lost labour and capital due to migration. For the migrants’ 
source country, migration can be viewed as labour export and foreign 
remittances are the payment for that export. In this way local production 
activities compete with migration for limited labour. The Dutch diseases 
effect on the economy can be noticed as production of tradable goods 
decreases. The households with migrants will benefit (otherwise they 
would not migrate) but the rural poor households may not be among the 
beneficiaries. If migration is costly and risky, migrants may come from the 
middle or upper segments of the income distribution, and not from the 
poorest households. If migration adversely affects local production, the 
income of the poor may fall, and poverty increases. Further, as production 
and income decrease, this may create negative multipliers and a downward 
spiral in local economic activity. The foreign remittance-receiving 
households may not spend their income on locally produced goods and 
services, which would limit migrations potential to alleviate poverty 
through a higher demand for local production. Families that receive foreign 
remittances would in this case be able to buy imported goods, while the 
poor become poorer and income gaps increase.
The developmentalist’ perspective, which is associated with the New 
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Economics of Labour Migration (NELM), presents a more optimistic view. 
It views migration decisions as part of a household strategy to raise 
income, obtain funds for investment, and insure against risk. Foreign 
remittances, or even the potential for foreign remittances, can offset 
production and investment constraints, and start a development process in 
poor, rural areas.A limited number of studies have investigated the impacts 
of foreign remittances on poverty related factors and there is no uniform 
theoretical framework. Foreign remittances have a direct effect on poverty 
by raising household incomes or extending the opportunities to increase 
incomes. Adams and Page (2003) found, in a cross-country study, that an 
increase of foreign remittance income of 10 percent in average led to a 1.6 
percent decrease in the share of people living on less than one dollar a day. 
A recent cross-country study by IMF (2005) also found a strong link 
between foreign remittances and poverty, where a 2.5 percentage point 
increase in the foreign remittances per GDP ratio was associated with a 
decrease in the share of people living in poverty by 0.5 percentage points. 
Foreign remittances may have an equalising effect on income distribution 
by reaching the poor. This is confirmed in South Korea (Kim 1983, 1986; 
Ro and So, 1988), Sri Lanka (Rodrigo and Jaytissa, 1989), Pakistan 
(Burney, 1989), and Mexico (Adelman and Taylor, 1990). However, other 
researchers have found that because of the cost of migrating, mainly 
better-off households can afford to migrate, and thereby migrants’ foreign 
remittances may increase income inequality (Stahl 1982; Lipton, 1980 in 
India). Foreign remittances allow receiving households to increase their 
consumption of local goods and services, which can have a multiplying 
effect, by which other households than the receiving households can 
benefit. Several studies have found significant multiplier effects.The 
empirical evidence presents support for both positive and negative impacts 
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of foreign remittances on poverty in different countries. The impacts 
depend on how strong the positive effects are in relation to the negative 
effects of foreign remittances. This suggests that the country 
characteristics are important for the impact of foreign remittances, and that 
the impact varies from country to country. It also means that the impact 
may change over time. However the flow of foreign remittances remains 
more or less stable irrespective of the economic condition of the recipient 
country. Foreign remittances are expected to reduce poverty as they may 
be directly received by the poor. The impact of remittances on reduction of 
poverty can be understood from both micro and macro perspectives. 
However, to capture this impact, there is no formal framework (Chimhowu 
et al 2005). But it is evident and it is reasonable to assume that the amount 
of transfer done by the migrants to the family members back home do have 
some overall impact in reducing the poverty. Uruci and Gedeshi (2003) 
using survey of long-term legal immigrants find that majority of the 
international migrants (69.7 %) send their money in order to meet “the 
essential needs of the family. Very few studies explicitly address the link 
between foreign remittances and poverty. Adams and Page (2005) used 
household surveys of 71 developing countries to examine the impact of 
international migration on poverty. Controlling for the level of income, 
income inequality, and geographical region, they find that international 
remittances have a strong statistically significant negative impact on 
poverty. A 10 % increase in the share of remittances in a country’s GDP, 
lead to a reduction of 1.6 % of people living in poverty. In Sri Lanka, 
foreign remittances are part of a private welfare system that transfers 
purchasing power from relatively richer to relatively poorer members of a 
family or community. They reduce poverty, smooth consumption, affect 
labour supply, provide working capital, and have multiplier effects through 
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increased household spending. The researched evidence suggests that most 
often women head the recipient households. For the most part, foreign 
remittances seem to be used to finance consumption or investment in 
human capital, such as education, health, and better nutrition. In Sri 
Lanka, for instance, households with migrants have less cultivated land but 
tend to be slightly better educated (Rodrigo and Jayatissa 1989). They also 
found that migrant remittances to Sri Lanka are in fact countercyclical and 
are effective in helping smooth household consumption and welfare, over 
time especially for food crop farmers, who are typically the most 
disadvantaged socioeconomic group. Similarly, using data from a large 
household survey Adams (2006) finds that international remittances 
significantly relieved poverty among the “poorest of poor households.” 
Ratha (2003) suggests that foreign remittances that raise the consumption 
levels of rural households might have substantial multiplier effects because 
they are more likely to be spent on domestically produced goods.  Some 
research studies have found effect of foreign remittances on poverty in 
various aspects.  On a micro-level, foreign remittances provide 
fundamental sources of income for the recipients. While they have no 
impact on income gap between developed and developing countries, they 
directly contribute to economic growth of local communities providing a 
much needed stability. Rural households who benefit by approximately one 
third of total foreign remittances reinvest almost every dollar received to 
serve basic needs like food, medicines and clothing (Adams, 2006 and UN 
News Centre, 2007). It has been empirically tested and proved that foreign 
remittances have significant impact on all three measures of poverty. With 
the given the level of GDP, a 10% increase in foreign remittances reduce 
the poverty headcount ratio by about 3.1% and poverty gap by about 3-5%, 
depending on how poverty gap is measured in developing countries like Sri 
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Lanka with above 5% share of foreign remittances in GDP. As expected, 
higher per capita GDP lowers poverty but higher inequality leads to higher 
poverty. These results indicate that foreign remittances have stronger 
impact on poverty reduction if they are above the threshold of 5% of GDP 
of the country. 
Over 10 percent of total population and over 15 percent of labour force of 
Sri Lanka are now in abroad and their remittances have grown up to 7 
billion US dollars by 2015. A substantial proportion of money send to Sri 
Lanka by people in abroad has been utilizing to reduce absolute poverty but 
not to reduce relative poverty level. A detailed study should be made to find 
out how the foreign remittances are being utilized by the receivers in 
reducing their poverty. For this purpose, the foreign remittances should be 
used more to make money than used for consumption, and thus enhance the 
well-being and living standard of the threshold level people. The trend in 
out-migration in Sri Lanka started in the late 1970’s as a result of slow 
growth in the domestic economy and large-scale oil production in the Gulf 
countries that demanded a large number of unskilled labourers. This trend 
was supplemented by a relatively recent trend in hiring female housemaids 
in those gulf countries. Keeping up with the increasing migration, 
international remittance inflow has increased steadily for Sri Lanka over 
the past few years. It has outpaced the other two important sources of 
external finance, such as official development assistance and foreign direct 
investment. While both ODA and FDI have remained flat over time, 
international remittance flow has increased, even in the face of global 
recession. Though parts of this significant increase is due to better 
recording of foreign remittances in recent times and increasing tendency to 
send money through legal channels owing to reduction of foreign 
remittance fees and improvements in technology, anecdotal evidence 
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suggests that a significant amount of foreign remittances still flow through 
informal channels and go unrecorded. Therefore, the official foreign 
remittance figures potentially underestimate the actual extent of money 
transfer. Foreign remittances from overseas workers have become a 
central source for Sri Lankan households and the national economy. In 
2005 more than 230,000 Sri Lankans departed for jobs abroad, bringing the 
stock of overseas contract workers to an estimated 1.2 million: a ratio of 
one overseas worker per 3.8 households (Sri Lanka Bureau of Foreign 
Employment (SLBFE) 2005). Between 1991 and 2006 contract-worker 
departures increased by an average of six per cent annually, and the 
contribution of remittances to GDP grew from 4.0 to 9.7 per cent 
(CBSLvarious years). At US $ 2.3 billion in 2006, foreign remittances 
represented 34 per cent of export earnings, making people the country's 
largest net export. About two thirds of migrant workers are women who 
work as domestic servants in Lebanon and the Arab Gulf states (SLBFE 
2005). Most housemaids are from rural areas, unskilled, and prior to 
migration live either below the poverty line or just above it. They are paid 
between US $ 100 and US $ 150 per month, far more than they could 
expect to earn locally, and the money that they send home is sufficient in 
most cases to support household consumption above survival level, at least 
for the duration of the migration. Housemaid migration is a high-risk 
undertaking that is fraught with financial and personal costs for the migrant 
and her family, but migration aspirations remain high because of work in 
the Middle East, that is the highest-paid option available to rural women 
and a central component of household livelihood strategies, given the 
weakness of the labour market at home. Sustainable improvements in living 
standards for low-income migrant households are best achieved in a policy 
framework which combines attention to broader economic growth with 
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targeted strategies aimed at migrants and their families. Housemaids and 
their families have received surprisingly little attention from a 
development-policy perspective, yet there is much that government and 
non-government agencies can do to reduce migration costs and 
employment risks abroad and strengthen the developmental impacts of 
foreign remittances. Options open to the government include financial-
sector reforms, improved regulation of the recruitment industry, and 
support for community-based information and welfare programmes. Civil-
society organizations have an important role to play in promoting financial 
literacy, supporting local income-generating activities, empowering women 
to control their incomes and influence household decision making, and 
providing community based family-welfare services and information for 
prospective 
2.5. Conceptual Framework 
According to literature, many researchers have empirically tested and 
found a summary of channels through which international remittances are 
put into productive uses for the benefit of the household, community and 
nation at large can be summarize as given in Figure 5. and Figure 6. 
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Figure 4: Channeling of Foreign Remittances to Productive Uses of the Country 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: - Gunigundo, (2007). 
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Figure 6 Implication of Poverty and Growth Oriented Policies
Source: - Gunigundo, (2007).
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Figure 5: Implication of Poverty and Growth Oriented Policies 
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Table 1  Foreign Remittance, Poverty and Inequality Measurements for Sri 
Lanka, 1990-2013
Source: - Household Income and Expenditure Survey Reports, 1990/91, 1995/96, 2002, 2006/07, 
2009/10, 2012/13
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Table 1 Foreign Remittance, Poverty and Inequality Measurements for Sri Lanka 1990-2013 
Year Foreign 
Remittances 
US 
$ Millions 
Head 
Count 
Index 
as % 
Gini 
Coefficient 
(All Island) 
Richest 
20% 
Received 
Income 
Poorest 
20% 
Received 
Income 
Middle 
60% 
Received 
Income 
GDP Per 
Capita 
Income US $ 
1990 401 26.10 0.43 51.61 14.83 28.2 472.09 
1991 443 28.17 0.46 51.61 14.32 30.44 521.25 
1992 548 28.03 0.47 52.71 14.26 32.56 556.81 
1993 627 27.92 0.47 52.83 14.21 32.98 585.89 
1994 687 27.80 0.47 52.94 14.18 34.88 654.94 
1995 727 29.20 0.46 49.90 15.30 35.10 718.44 
1996 833 27.47 0.43 49.90 15.30 35.91 757.95 
1997 921 27.20 0.48 53.23 14.08 36.42 812.79 
1998 999 26.85 0.47 53.30 14.07 36.89 840.87 
1999 1056 26.39 0.47 53.37 14.06 36.96 821.60 
2000 1160 28.80 0.47 53.04 14.06 37.53 854.93 
2001 1165 25.01 0.47 53.47 14.07 38.01 837.70 
2002 1287 22.70 0.47 53.82 13.80 38.60 903.90 
2003 1414 23.20 0.47 53.88 9.32 39.11 984.81 
2004 1564 21.20 0.48 53.94 7.65 39.78 1063.16 
2005 1918 17.56 0.48 54.20 5.44 39.98 1242.40 
2006 2161 15.20 0.49 54.70 4.60 40.70 1423.48 
2007 2502 11.20 0.49 54.45 4.58 40.93 1614.41 
2008 2918 9.32 0.49 54.32 4.53 41.03 2013.91 
2009 3330 8.90 0.49 54.10 4.50 41.40 2057.11 
2010 4116 7.43 0.47 53.55 4.50 41.87 2400.02 
2011 5145 6.99 0.47 53.05 4.50 42.35 2835.69 
2012 5985 6.70 0.48 52.90 4.50 42.60 2021.74 
2013 6407 6.21 0.48 52.64 4.31 43.25 3279.89 
Source: - Household Income and Expenditure Survey Reports, 1990/91, 1995/96, 2002, 2006/07, 
2009/10, 2012/13  
3.  Overall Trends of Foreign Remittances, Poverty and Income 
inequality in Sri Lanka
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Table 2  Gini Coefficients Based on Household income of the Urban, Rural and 
Estate Sectors in Sri Lanka
Source: - Household Income and Expenditure Survey Reports, 1990/91, 1995/96, 2002, 2006/07, 
2009/10, 2012/13
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Table 2: Gini Coefficients f the Urban, Rur l and Estate Sectors 
Year Gini Coefficient for 
Household Income 
Urban Sector 
Gini Coefficient for 
Household Income 
Rural Sector 
Gini Coefficient for 
Household Income 
Estate Sector 
1990 0.62 0.42 0.25 
1991 0.60 0.44 0.27 
1992 0.57 0.45 0.29 
1993 0.55 0.43 0.30 
1994 0.49 0.46 0.32 
1995 0.47 0.46 0.32 
1996 0.47 0.46 0.32 
1997 0.47 0.46 0.33 
1998 0.47 0.46 0.33 
1999 0.47 0.46 0.34 
2000 0.47 0.45 0.34 
2001 0.47 0.45 0.33 
2002 0.48 0.45 0.34 
2003 0.50 0.45 0.43 
2004 0.52 0.45 0.45 
2005 0.53 0.46 0.53 
2006 0.54 0.46 0.57 
2007 0.51 0.47 0.49 
2008 0.49 0.49 0.44 
2009 0.48 0.49 0.43 
2010 0.49 0.47 0.41 
2011 0.50 0.46 0.40 
2012 0.51 0.45 0.39 
2013 0.51 0.45 0.39 
Source: - Household Income and Expenditure Survey Reports, 1990/91, 1995/96, 2002, 2006/07, 
2009/10, 2012/13  
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Table 3  Average Monthly Household Income at Current Price by National and 
Sectors, in Sri Lanka, 1991-2013
Table 4  Percentage of Poor Households Based on the Official Poverty Line by 
Sectors in Sri Lanka, 1990-2013
Table 5 Contribution of Foreign Remittances to National Savings in Sri Lanka
Source: - Household Income and Expenditure Survey Reports, 1990/91, 1995/96, 2002, 2006/07, 
2009/10, 2012/13
Source: - Household Income and Expenditure Survey Reports, 1990/91, 1995/96, 2002, 2006/07, 
2009/10, 2012/13
Source: - Central Bank of Sri Lanka, Annual Reports, 1990 - 2013.
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Table 3: Average Monthly Household Income at Current Price by National and  
Sectors, 1990-2013 
Sector HIES 
1990/91 
HIES 
1995/96 
HIES 
2002 
HIES 
2006/07 
HIES 
2009/10 
HIES 
2012/13 
Sri Lanka 3549 6476 12803 26286 36451 45878 
Urban 3466 6308 22420 41928 47783 69880 
Rural 2200 3621 11712 24039 35228 41478 
Estate 2330 3377 7303 19292 24162 30220 
Source: - Household Income and Expenditure Survey Reports, 1990/91, 1995/96, 2002, 2006/07, 
2009/10, 2012/13  
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Table 4: Percentage of Poor Households based on the Official Poverty Line by National and 
Sectors, 1990-2013 
Sector HIES 
1990/91 
HIES 
1995/96 
HIES 
2002 
HIES 
2006/07 
HIES 
2009/10 
HIES 
2012/13 
Sri Lanka 36.3 28.6 19.2 12.6 7.0 5.3 
Urban 8.9 7.8 6.2 5.0 3.8 1.5 
Rural 32.3 26.5 20.8 13.1 7.5 6.0 
Estate 36.4 29.2 27.3 25.8 8.9 8.8 
Source: - Household Income and Expenditure Survey Reports, 1990/91, 1995/96, 2002, 2006/07, 
2009/10, 2012/13  
  
11 
 
Table 5: Contribution of Foreign Remittances to National Savings 
As a % of GDP 1990-94 1995-99 2000-04 2005-10 2010-13 
Domestic Savings 16.5 17.3 16.0 17.2 24.1 
National Savings 20.5 21.4 21.0 22.6 26.1 
Total Investment 19.9 25.4 23.7 27.1 29.4 
Source: - Central Bank Annual Reports, 1990 - 2013. 
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Table 6 Foreign Remittances of Sri Lanka from 1991-2013.
Source: - Central Bank of Sri Lanka, Annual Reports, 1991 - 2013. 
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Table 6: Foreign Remittances from 1991 - 2013. 
 
Year Foreign Remittances from  
Middle East 
(Rs. Millions) 
Total Foreign  Remittances 
(Rs. Millions) 
Middle East as a % of 
Total Foreign 
Remittances 
1990 9430 17128 50.02 
1991 9515 18311 51.96 
1992 13186 24037 54.86 
1993 16932 30592 55.35 
1994 20385 35345 57.67 
1995 23567 40482 58.22 
1996 26728 46003 58.10 
1997 33202 54445 60.98 
1998 39508 64585 61.17 
1999 45851 74356 61.66 
2000 55252 87697 63.00 
2001 62680 103180 60.75 
2002 75579 123183 61.36 
2003 77579 136475 56.84 
2004 87871 158291 55.51 
2005 111179 195256 56.94 
2006 128282 224663 57.10 
2007 160502 276728 58.00 
2008 189039 316118 59.80 
2009 229308 382818 59.90 
2010 279565 456166 60.10 
2011 335201 569103 58.90 
2012 428593 763380 56.10 
2013 460195 827689 55.60 
Source: - Central Bank Annual Reports, 1991 - 2013.  
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Table 7  Foreign Remittances and Total Foreign Earnings of Sri Lanka during 
the Year 1990 - 2013.
Source: - Central Bank of Sri Lanka, Annual Reports, 1991 - 2013. 
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Table 7: Foreign Remittances and Total Foreign Earnings during the Year 1990 - 2013. 
Year Foreign Remittances 
(Rs. Millions) 
Total Export 
(Rs. Millions) 
% of Foreign Remittances 
against Total Export 
1990 17128 80234 20.07 
1991 18311 82225 22.27 
1992 24037 107855 22.29 
1993 30592 138175 22.14 
1994 34992 158554 22.07 
1995 40482 195092 20.75 
1996 46003 226801 20.28 
1997 54445 274193 19.86 
1998 64517 310938 20.75 
1999 74356 325171 22.87 
2000 87697 420114 20.87 
2001 103180 430372 23.97 
2002 123183 449850 27.38 
2003 136475 495426 27.55 
2004 158291 583967 27.11 
2005 195256 638276 30.59 
2006 224663 716579 31.35 
2007 276728 845683 32.72 
2008 316118 878499 35.98 
2009 382818 813911 47.03 
2010 465166 974387 47.74 
2011 569103 1167588 48.74 
2012 763980 1245531 61.34 
2013 827689 1344050 61.58 
Source: - Central Bank Annual Reports, 1991 - 2013.  
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Table 8  Percentage of Poor Households’ based on the Official Poverty Line by 
Districts in Sri Lanka
Source: - Household Income and Expenditure Survey Reports, 2002 - 2013. DNA:The data not 
available
14 
 
Table 8 Percentage of Poor Households’ based on the Official Poverty Line by Districts 
District HIES 
2002 
HIES 
2006/07 
HIES 
2009/10 
HIES 
2012/13 
Sri Lanka 19.2 12.6 7.0 5.3 
Colombo 5.0 3.9 2.5 1.1 
Gampaha 9.2 7.2 3.0 1.5 
Kalutara 17.7 10.3 4.1 2.5 
Kandy 20.9 13.9 8.3 4.6 
Matale 24.5 15.7 9.3 6.0 
Nuwara Eliya 18.2 27.5 7.1 5.6 
Galle 21.7 10.7 7.9 7.7 
Matara 23.2 11.7 8.3 6.2 
Hambantota 27.8 10.5 5.4 3.8 
Jaffna DNA DNA 12.4 6.6 
Mannar DNA DNA DNA 15.0 
Mullaitivu DNA DNA DNA 24.7 
Kilinochchi DNA DNA DNA 10.7 
Vavuniya DNA DNA 2.0 2.4 
Baticaloa DNA 9.5 17.0 14.3 
Ampara DNA 8.7 10.0 4.1 
Trincomalee DNA NA 9.0 6.2 
Kurunegala 21.2 12.9 8.6 5.0 
Puttalam 24.5 10.6 7.5 3.3 
Anuradhapura 17.2 12.7 4.6 6.3 
Polonnaruwa 20.1 10.0 4.5 5.6 
Badulla 31.5 21.0 10.9 10.4 
Moneragala 32.4 29.2 13.9 18.8 
Ratnapura 30.1 21.5 8.5 7.5 
Kegalle 27.5 18.4 9.0 5.4 
Source: - Household Income and Expenditure Survey Reports, 2002 - 2013. DNA:The data not available 
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Table 9  Workers Foreign Remittances as a Percentage of GDP in Sri Lanka 
1990-2013
Source: - Central Bank of Sri Lanka Annual Reports, 1991 - 2013. 
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Table 9: Workers Foreign Remittances as a Percentage of GDP 
Year As a percentage of GDP 
1990 4.99 
1991 4.92 
1992 5.65 
1993 6.06 
1994 5.86 
1995 5.58 
1996 5.99 
1997 6.10 
1998 6.34 
1999 6.72 
2000 6.99 
2001 7.40 
2002 7.78 
2003 7.49 
2004 7.57 
2005 7.86 
2006 7.64 
2007 7.73 
2008 7.17 
2009 7.92 
2010 8.31 
2011 8.92 
2012 9.21 
2013 9.92 
 
Source: - Central Bank Annual Reports, 1991 - 2013.  
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Table 10 Poverty Headcount Ratios by Districts in Sri Lanka
Source: - Household Income and Expenditure Survey Reports, 2009/10, 2012/13.
DNA: - The data not available
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Table 10 Poverty Headcount Ratios by Districts 
District HIES 2009/10 HIES 2012/13 
Colombo 3.6 1.4 
Gampaha 3.9 2.1 
Kalutara 6.0 3.1 
Kandy 10.3 6.2 
Matale 11.5 7.8 
Nuwara Eliya 7.6 6.6 
Galle 10.3 9.9 
Matara 11.2 7.1 
Hambantota 6.9 4.9 
Jaffna 16.1 8.3 
Mannar DNA 20.1 
Vavuniya 2.3 3.4 
Mullaitivu NA 28.8 
Kilinochchi DNA 12.7 
Batticaloa 20.3 19.4 
Ampara 11.8 5.4 
Trincomalee 11.7 9.0 
Kurunegala 11.7 6.5 
Puttalam 10.5 5.1 
Anuradhapura 5.7 7.6 
Polonnaruwa 5.8 6.7 
Badulla 13.3 12.3 
Moneragala 14.5 20.8 
Ratnapura 10.5 10.4 
Kegalle 10.8 6.7 
 
Source: - Household Income and Expenditure Survey Reports, 2009/10, 2012/13.  
DNA: - The data not available 
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4. Methods of Analysis
The magnitude and the trend of foreign remittances and both the 
absolute and the relative poverty were analyzed using the descriptive 
statistical method.  For this purpose the researcher used the statistical 
tools such as graphs, charts, and tables. This study was carried out using 
secondary data, on the foreign remittances ($ millions), Gini coefficient in 
all island, urban, rural and estate sectors, head count index, share of 
income of the poorest 20% , middle 60% and the richest 20% of the people. 
The sources of data collection are as migration profiles in Sri Lanka (1990 - 
2013), House hold income and expenditure survey reports conducted by the 
census and statistics department, consumer finance and socio economic 
survey reports conducted by the department of census and statistics, 
Central bank annual reports published by the central bank of Sri Lanka, 
World Bank annual reports published by the World Bank. Washington D.C, 
Statistical analysis.
In order to achieve objectives of this study attempts made to develop 
separate equations to measure the impact of foreign remittances on both 
the absolute and the relative poverty during the period of 1990 - 2013. 
Along with them, the researcher used one other alternative variable to 
measure the relationship between the absolute and the relative poverty and 
minimize the disturbance error of the equations. The variable is GDP per 
capita income of Sri Lanka during the period of 1990 - 2013. To analyse 
that, the researcher fitted eight multiple linear regression models. 
However, the main focus of this study is to measure the relationship 
between foreign remittances and the absolute and the relative poverty in 
Sri Lanka during the period of 1990 - 2013. 
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4.1. The Quadratic Linear Regression Model 
Since the data on gini ratio of the entire island, the urban, the rural and 
the estate sectors and the share of income of the poorest, the richest and 
the middle group of the people were not available for the whole period of 
this study. Hence, the researcher substituted the estimated values for the 
missing values. The researcher used following quadratic regression models 
to find-out the missing values.
GRN=m0+m1X1+m2X22
GRU=m0+m1X1+m2X22
GRR=m0+m1X1+m2X22
GRE=m0+m1X1+m2X22
ISp=m0+m1X1+m2X22
ISR=m0+m1X1+m2X22
ISM=m0+m1X1+m2X22
X1=Period (specific year),  X2=Squared value of the specific year. 
4.2. Multiple Linear Regression Model One
PA=bo+b1X1+b2X2+U.......... (1)
Equation one estimates the relationship between foreign remittances and 
the head count index (Island-wide). Where head count index was the 
depended variable and the foreign remittances and GDP per capita income 
were the explanatory variables. 
4.3. Multiple Linear Regression Model Two
GRN=bo+b1X1+b2X2+U.......... (2)
GRN=Gini coefficient nation-wide
GRU=Gini coefficient - the urban sector
GRR=Gini coefficient - the rural sector
GRE=Gini coefficient - the estate sector
ISP=Share of income- the poorest 20% of the people
ISR=Share of income- the richest 20%of the people
ISM=Share of income - the middle 60% of the people
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Equation two estimates the relationship between the foreign remittances 
and the Gini coefficient at the national level. Where gini coefficient is the 
depended variable and foreign remittances and the GDP per capita income 
were the explanatory variables. 
4.4. Multiple Linear Regression Model Three
GRU=bo+b1X1+b2X2+U..........(3)
Equation three estimates the relationship between foreign remittances 
and the gini coefficient of urban sector. Where gini coefficient is the 
depended variable and foreign remittances, GDP per capita income are the 
explanatory variables. 
4.5. Multiple Linear Regression Model Four
GRR=bo+b1X1+b2X2+U..........(4)
Equation four estimates the relationship between foreign remittances and 
the gini coefficient of the rural sector. Where gini coefficient is the 
depended variable and foreign remittances, GDP per capita income are the 
explanatory variables. 
4.6. Multiple Linear Regression Model Five
GRE=bo+b1X1+b2X2+U..........(5)
Equation five estimates the relationship between the foreign remittances 
and the gini coefficient of estate sector. Where gini coefficient is the 
depended variable and foreign remittances, GDP per capita income are the 
explanatory variables. 
4.7 Multiple Linear Regression Model Six
ISp=i0+i1X1+i2X2+U..........(6)
Impact of Foreign Remittances on Poverty Reduction in Sri Lanka
470
Equation six estimates the relationship between the foreign remittances 
and the received income of poorest 20% of the people. Where income 
shares of poorest 20% was the depended variable and foreign remittances, 
GDP per capita income are the explanatory variables. 
4.8. Multiple Linear Regression Model Seven
ISR=i0+i1X1+i2X2+i3X3+U..........(7)
Equation seven estimates the relationship between the foreign 
remittances and the received income of richest 20% of the people. Where 
income share of the richest 20% is the depended variable and foreign 
remittances and the GDP per capita income are the explanatory variables. 
4.9. Multiple Linear Regression Model Eight
ISM=i0+i1X1+i2X2+U..........(8)
Equation eight estimates the relationship between the foreign 
remittances and the received income of the middle 60% of the people. 
Where income share of middle 60% is the depended variable and the foreign 
remittances, GDP per capita income are the explanatory variables. 
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Table 11  Foreign Remittances versus Absolute Poverty (National Level, Head 
Count Index)
17 
 
Table 11 Foreign Remittances versus Absolute Poverty (National Level, Head Count Index) 
Regression Statistics 
Multiple “R” 0.939332203 
“R” Square 0.882344987 
Adjusted “R” Square 0.871139748 
Standard Error 3.113547197 
Observations 24 
 
  
18 
 
ANOVA 
 Degrees of 
Freedom 
Sum of 
Squared 
Mean 
Squared 
“F” Ratio Significance 
of “F” 
Regression 2 1526.715763 763.3578817 78.74396651 1.74345E-10 
Residual 21 203.5776991 9.694176146 - - 
Total 23 1730.293463 - - - 
 
  
19 
 
 Coefficients Standard 
Error 
“t” Test “P” Value 
Intercept 32.40350309 1.5044829101 21.533012 8.522E-16 
Foreign 
Remittances 
 
-0.0031348488 
 
0.001221207 
 
-1.104226084 
 
0.028198741 
GDP Per capita 
Income 
 
-0.007497188 
 
0.002766765 
 
-2.709731033 
 
0.013123499 
 
  
5. Empirical Findings
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Table 12  Foreign Remittances versus Relative Poverty at National Level (Gini 
Coefficient)
20 
 
Table 12 Foreign Remittances versus Relative Poverty at National Level (Gini Coefficient) 
Regression Statistics 
Multiple “R” 0.462153479 
“R” Square 0.213558584 
Adjusted “R” Square 0.138689251 
Standard Error 0.014302493 
Observations 24 
ANOVA 
 Degrees of 
Freedom 
Sum of 
Squared 
Mean 
Squared 
“F” Ratio Significance 
of “F” 
Regression 2 0.001166713 0.000583356 2.851743282 0.080230393 
Residual 21 0.004295787 0.000204561 - - 
Total 23 0.0054625 - - - 
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 Coefficients Standard 
Error 
“t” Test “P” Value 
Intercept 0.458749597 0.006912632 66.36394995 6.8808E-26 
Foreign 
Remittances 
 
-1.4659E-06 
 
5.60977E-06 
 
-0.261311032 
 
0.796398339 
GDP Per capita 
Income 
 
1.224485E-05 
 
1.27095E-05 
 
0.963728045 
 
0.346149614 
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Table 13  Foreign Remittances versus Relative Poverty in Urban Sector (Gini 
Coefficient)
22 
 
  Table 13 Foreign Remittances versus Relative Poverty in Urban Sector (Gini Coefficient) 
Regression Statistics 
Multiple “R” 0.224555736 
“R” Square 0.050425279 
Adjusted “R” Square -0.040010409 
Standard Error 0.043083552 
Observations 24 
 
ANOVA 
 Degrees of 
Freedom 
Sum of 
Squared 
Mean 
Squared 
“F” Ratio Significance 
of “F” 
Regression 2 0.002069958 0.001034979 0.557581635 0.580839335 
Residual 21 0.038980042 0.001856192 - - 
Total 23 0.0410500 - - - 
 Coefficients Standard 
Error 
“t” Test “P” Value 
Intercept 0.527244372 0.020822997 25.32029253 3.20281E-17 
Foreign 
Remittances 
 
9.39328E-06 
 
1.68984E-05 
 
0.555868271 
 
0.584175388 
GDP Per capita 
Income 
 
-3.06414E-05 
 
3.8285E-05 
 
-0.800350131 
 
0.432469559 
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Table 14  Foreign Remittances versus Relative Poverty in Rural Sector (Gini 
Coefficient)
23 
 
Table 14. Foreign Remittances versus Relative Poverty in Rural Sector (Gini Coefficient) 
Regression Statistics 
Multiple “R” 0.594182993 
“R” Square 0.353053429 
Adjusted “R” Square 0.29143947 
Standard Error 0.01285311 
Observations 24 
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ANOVA 
 Degrees of 
Freedom 
Sum of 
Squared 
Mean 
Squared 
“F” Ratio Significance 
of “F” 
Regression 2 0.001893249 0.000946625 5.730088337 0.010330429 
Residual 21 0.003469251 0.000165202 - - 
Total 23 0.0053625 - - - 
 
  
25 
 
 Coefficients Standard 
Error 
“t” Test “P” Value 
Intercept 0.437189484 0.006212121 70.37684053 2.01597E-26 
Foreign 
Remittances 
 
-1.10595E-05 
 
5.04129E-06 
 
-2.193780576 
 
0.03964387 
GDP Per capita 
Income 
 
3.27582E-05 
 
1.14215E-05 
 
2.86810643 
 
0.009205225 
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Table 15  Foreign Remittances versus Relative Poverty in Estate Sector (Gini 
Coefficient)
26 
 
Table 15 Foreign Remittances versus Relative Poverty in Estate Sector (Gini Coefficient) 
Regression Statistics 
Multiple “R” 0.521643447 
“R” Square 0.272111886 
Adjusted “R” Square 0.202789208 
Standard Error 0.072535831 
Observations 24 
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ANOVA 
 Degrees of 
Freedom 
Sum of 
Squared 
Mean 
Squared 
“F” Ratio Significance 
of “F” 
Regression 2 0.04130545 0.020652725 3.925293936 0.035618743 
Residual 21 0.110490383 0.005261447 - - 
Total 23 0.151795833 - - - 
 
  
28 
 
 Coefficients Standard 
Error 
“t” Test “P” Value 
Intercept 0.29392903 0.035057773 8.384133045 3.85137E-08 
Foreign 
Remittances 
 
-2.17897E-05 
 
2.84503E-05 
 
-0.765888304 
 
0.45226608 
GDP Per capita 
Income 
 
9.93683E-05 
 
6.44569E-05 
 
1.54162363 
 
0.138100079 
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Table 16  Foreign Remittances versus Received Income of the Poorest 20% of 
the People
29 
 
Table 16 Foreign Remittances versus Received Income of the Poorest 20% of the People 
Regression Statistics 
Multiple “R” 0.849213575 
“R” Square 0.721163695 
Adjusted “R” Square 0.694607857 
Standard Error 2.618232996 
Observations 24 
 
  
30 
 
ANOVA 
 Degrees of 
Freedom 
Sum of 
Squared 
Mean 
Squared 
“F” Ratio Significance 
of “F” 
Regression 2 372.3234714 186.1617357 27.15650249 1.50026E-06 
Residual 21 143.9580245 6.855144022 - - 
Total 23 516.2814958 - - - 
 
  
31 
 
 Coefficients Standard 
Error 
“t” Test “P” Value 
Intercept 16.61182164 1.265435517 13.1273553 1.3664E-11 
Foreign 
Remittances 
 
-0.000147066 
 
0.001026933 
 
-0.143208847 
 
0.887490498 
GDP Per capita 
Income 
 
-0.004842431 
 
0.002326618 
 
-2.081317766 
 
0.049829013 
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Table 17  Foreign Remittances versus Received Income of the Richest 20% of 
the People
32 
 
Table 17 Foreign Remittances versus Received Income of the Richest 20% of the People 
Regression Statistics 
Multiple “R” 0.342641861 
“R” Square 0.117403445 
Adjusted “R” Square 0.03334663 
Standard Error 1.226185937 
Observations 24 
 
  
33 
 
ANOVA 
 Degrees of 
Freedom 
Sum of 
Squared 
Mean 
Squared 
“F” Ratio Significance 
of “F” 
Regression 2 4.200012357 2.100006178 1.396715365 0.26946564 
Residual 21 31.57417098 1.503531951 - - 
Total 23 35.77418333 - - - 
   
34 
 
 Coefficients Standard 
Error 
“t” Test “P” Value 
Intercept 52.19115673 0.59263604 88.06612022 1.8458E-28 
Foreign 
Remittances 
 
-0.000342784 
 
0.000480939 
 
-0.712738177 
 
0.483852852 
GDP Per capita 
Income 
 
0.001236417 
 
0.001089615 
 
1.134728113 
 
0.269275955 
Source: - Created by Author based on Estimated Regression Results 
  
Source: - Created by Author based on Estimated Regression Results
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Table 18  Foreign Remittances versus Received Income of the Middle 60% of 
the People
35 
 
Table 18 Foreign Remittances versus Received Income of the Middle 60% of the People 
Regression Statistics 
Multiple “R” 0.813214753 
“R” Square 0.661318235 
Adjusted “R” Square 0.629062829 
Standard Error 2.418239337 
Observations 24 
 
  
36 
 
ANOVA 
 Degrees of 
Freedom 
Sum of 
Squared 
Mean 
Squared 
“F” Ratio Significance 
of “F” 
Regression 2 239.793022 119.896511 20.50225485 1.15562E-05 
Residual 21 122.8055113 5.84788149 - - 
Total 23 362.5985333 - - - 
 
  
37 
 
 Coefficients Standard 
Error 
“t” Test “P” Value 
Intercept 32.85683946 1.168775258 28.11219629 3.7825E-18 
Foreign 
Remittances 
 
0.00036595 
 
0.00094849 
 
0.38582313 
 
0.703508536 
GDP Per capita 
Income 
 
0.003343774 
 
0.002148899 
 
1.55604039 
 
0.134641406 
 
  
38 
 
“F” Table Values 
10% 4.30 
05% 7.95 
01% 14.38 
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6. Summary, Conclusions and Policy Implications
There is a dearth of research studies on impact of foreign remittances on 
poverty reduction in Sri Lanka. This study reviews existing theoretical and 
empirical literature on foreign remittances, poverty reduction and their 
relations. Sri Lanka is a special developing country due to over 10 percent 
of its total population and over 15 percent of its total labour force living in 
abroad. At the moment, every year migrant people send over 7 billion US 
dollars to the country and which accounts around 10 percent of GDP in Sri 
Lanka. Therefore, it is good case study to elaborate relationships among 
foreign remittances, level of poverty and level of income inequality. There 
are enough evidences to show that foreign remittances have significantly 
contributed to reduce poverty in Sri Lanka and improve livelihood of the 
rural poor. Sri Lanka has been promoting migration by offering more 
foreign job opportunities to generate more foreign remittances to the 
country in recent past. However, government has proposed 1 percent tax 
from remittances sending to Sri Lanka from January 2018. The foreign 
employees can play a major role to reduce poverty and inequality in Sri 
Lanka. Therefore, Sri Lankan policy makers should have to consider 
39 
 
“t” Table Values 
10% 1.717 
05% 2.074 
01% 2.819 
 
  
40 
 
Significance Level of “P” Values 
10% 0.1 
05% 0.05 
01% 0.01 
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importance of remittances on poverty reduction as essential and formulate 
policies to earn more foreign remittances by Sri Lankans.
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